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Page 


Create  an  accounting  systems  analyst  position  within 

the  Department  of  Administration.  4 


6 


Expand  the  present  accounting  manual  into  a  fiscal 
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HELENA 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

In  accordance  with  your  authorization  of  August  4,  1967, 
we  have  made  a  review  and  submit  a  report  herewith  of  the  system 
of  internal  control  within  the  Department  of  Administration,  the 
Office  of  the  State  Auditor,  and  the  Office  of  the  State  Treas- 
urer. 

Internal  control  has  been  described  as  "the  plan  of  organi- 
zation and  all  of  the  coordinate  methods  and  measures  adopted 
within  a  business  to  safeguard  its  assets,  check  the  accuracy 
and  reliability  of  its  accounting  data,  promote  operational 
efficiency,  and  encourage  adherence  to  prescribed  managerial 
policies" . 

The  purposes  for  conducting  our  review  of  internal  control 
were  threefold:   First,  it  provided  us  with  the  means  of  becoming 
acquainted  with  the  State's  accounting  system;  secondly,  it 
enabled  this  office  to  formulate  an  opinion  as  to  the  reliance 
we  may  place  on  the  system  to  the  end  that  by  adjusting  our 


audit  procedures  accordingly  we  may  express  an  opinion  as  to  the 
fairness  of  the  administration's  financial  statements;  and  thirdly, 
where  the  review  indicated  apparent  weaknesses,  recommendations 
for  possible  corrective  measures  could  be  conveyed  to  the  proper 
administrative  officials. 

As  a  result  of  this  review,  we  have  made  a  number  of  recom- 
mendations which,  we  feel,  will  contribute  to  added  efficiency, 
reduced  costs,  and  a  strengthening  of  the  internal  controls  within 
the  department  and  offices  reviewed. 

Our  recommendations  are  supported  by  explanatory  comments. 


COMMENTS 
DEPARTMENT  OF  ADMINISTRATION 
General 

The  State  Controller,  who  is  the  administrative  head  of  the 
Department  of  Administration,  has  been  assigned,  by  law,  the  re- 
sponsibility for  prescribing  a  uniform  accounting  system  for  the 
State  of  Montana. 

Section  82-110  R.C.M.  1947  states: 

"The  controller  shall  prescribe  and  install  uniform 
accounting  and  reporting  for  the  several  state  boards, 
bureaus,  departments,  commissions  and  institutions 
showing  the  receipt,  use,  and  disposition  of  all  public 
money  and  property  and  shall  develop  plans  for  improve- 
ments and  economies  in  the  organization  and  operation 
thereof  which  shall  be  submitted  to  the  respective  heads 
of  such  boards,  bureaus,  departments,  commissions  and 
instututions . " 

The  Controller  is  confronted  with  a  formidable  task  in  order 
to  adequately  meet  his  responsibilities  as  set  forth  in  the  above 
statute.   Currently,  the  time  of  the  Controller's  accounting  staff, 
for  the  most  part,  is  taken  up  with  day-to-day  routine  accounting 
matters.   Little  time  is  available  for  planning  and  developing  new 
accounting  methods.   We  believe  a  properly  trained,  highly-skilled 
accounting  systems  analyst,  capable  of  installing  systems  and  pro- 
cedures conforming  to  generally  accepted  accounting  principles, 
should  be  added  to  the  Controller's  staff.   An  accounting  systems 
analyst,  who  is  not  involved  in  the  daily  routine  of  the  accounting 
functions,  could  concentrate  his  efforts  in  remedying  current 
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deficiencies  in  the  system.   Areas  needing  attention  include  (1) 
the  establishment  of  an  integrated  uniform  chart  of  accounts; 
(2)  the  standardization  of  forms  for  financial  reporting;  (3)  the 
coordination  of  office  procedures  and  forms;  (4)  the  preparation 
of  a  fiscal  policy  manual;  and,  (5)  the  elimination  of  duplication 
of  effort. 

We  also -recognize  that  the  implementation  of  many  of  our 
post  audit  recommendations  will  be  dependent  upon  the  availability 
of  qualified  personnel  within  the  Controller's  office. 

RECOMMENDATION 

We  recommend  that  an  accounting  systems  analyst  position 
be  created  within  the  Department  of  Administration. 

BASIS  OF  ACCOUNTING 

The  present  method  used  by  state  agencies  for  accounting  is 
the  "cash  basis".   "Cash  basis"  accounting  is  a  system  which 
recognizes  incomes  or  revenues  only  when  collected  and  expendi- 
tures only  when  paid. 

Generally  accepted  accounting  principles  call  for  the  "accrual 
basis"  or  "modified  accrual  basis"  for  governmental  accounting, 
budgeting,  and  reporting.   Under  the  "accrual  basis"  of  accounting, 
revenues  are  recorded  in  the  period  when  earned  and  expenditures 
are  recorded  when  the  liabilities  for  the  services  or  merchandise 
are  initially  incurred  irrespective  of  when  they  are  paid.   Under 
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the  "modified  accrual  basis",  revenues  are  recorded  when  collected 
but  expenditures  are  charged  to  the  period  in  which  the  related 
services  are  performed  or  received.   We  believe  the  "modified 
accrual  basis"  is  the  accounting  method  most  acceptable  for  the 
State  of  Montana. 

Under  this  method  of  accounting,  revenues  will  continue  to  be 
recorded  at  the  time  of  collection.   The  accrual  of  revenues  can 
create  "cash  flow"  problems.   This  is  because  the  amount  of  the 
accrual  is  in  the  form  of  accounts  receivable  rather  than  cash. 
Naturally,  only  with  cash  can  current  indebtednesses  be  paid. 

However,  the  adoption  of  the  "modified  accrual  basis"  as  the 
method  of  accounting  for  expenditures  is  recommended.   Under  this 
system,  costs  are  recognized  and  reported  in  the  year  the  obliga- 
tion is  incurred.   This  results  in  exact  reporting  from  year  to 
year  of  governmental  unit  costs.   It  also  provides  an  exact  cost 
base  upon  which  to  project  future  appropriation  requests. 

The  "modified  accrual  basis"  should  not  be  applied  to  trust 
funds  as  the  generally  accepted  practice  is  to  account  for  them 
on  the  cash  basis. 

Currently,  by  law,  only  the  actual  disbursements  made  during 
the  year  and  the  expenditures  liquidating  purchase  orders  encum- 
bered prior  to  year  end  are  charged  to  the  appropriation  for  that 
year.   Unpaid  obligations  outstanding  at  year  end  that  have  not 
been  encumbered  by  purchase  orders  are  paid  from  subsequent  fiscal 
year  appropriations.   If  the  "modified  accrual  basis"  method  of 
accounting  for  expenditures  is  adopted,  the  statutes  relating  to 


the  above  requirements  would  need  revising. 

RECOMMENDATION 

We  recommend  that  the  "modified  accrual  method"  of  accounting 
for  expenditures  be  adopted  for  all  state  agencies. 

FISCAL  POLICY  MANUAL 

The  present  accounting  manual  for  state  government  was  imple- 
mented July  1,  1963.   This  manual  prepared  by  the  Office  of  the 
Budget  Director  deals  primarily  with  the  accounting  for  expendi- 
tures.  The  only  reference  made  to  a  system  of  account  structure 
is  an  illustration  of  a  comparative  balance  sheet.   As  noted  in 
the  foreword  of  the  accounting  manual,  it  was  the  author's  intent 
that  the  accounting  manual  would  be  expanded  into  a  fiscal  policy 
manual.   However,  no  changes  or  additions  have  been  incorporated 
in  the  manual  since  its  initial  release. 

Unquestionably,  a  fiscal  policy  manual  is  needed. 

A  manual  would  serve  as  the  means  of  communication  from  the 
offices  of  the  Controller,  Auditor,  and  Treasurer  to  the  operating 
agencies  of  state  government.   It  would  be  the  source  of  informa- 
tion, policies,  procedures,  and  regulations  which  these  departments 
issued  in  connection  with  their  responsibilities  for  general 
supervision  of  the  fiscal  and  business  management  affairs  of  the 
State. 

RECOMMENDATION 

We  recommend  that  the  present  accounting  manual  be 
expanded  into  a  fiscal  policy  manual. 


FINANCIAL  REPORTING 

Section  59-701  R.C.M.  1947,  states  in  part: 

"At  the  close  of  each  fiscal  year  each  state  office,  depart- 
ment, bureau,  commission,  institution,  university  unit,  and 
agency  shall  make  a  determination  of  its  financial  condition 
and  the  results  of  its  operations  for  such  fiscal  year,  and 
the  fiscal  records  of  such  state  office,  department,  bureau, 
commission,  institution,  university  unit,  or  agency  for  such 
fiscal  year  shall  be  closed  out  not  later  than  the  end  of 
each  fiscal  year,  and  the  trial  balances  of  the  accounts  of 
such  state  office,  department,  bureau,  commission,  institution, 
university  unit,  and  agency  shall  be  transmitted  to  the  state 
controller  so  as  to  be  received  by  him  not  more  than  ten  (10) 
days  following  the  close  of  each  fiscal  year". 

This  statute  is  not  being  adhered  to.   The  Controller  does  not 
receive  the  financial  statements  of  the  agencies.   We  believe  the 
Controller  should  require  the  agencies  to  submit  their  financial 
reports  to  his  office. 

The  reports  would  serve  two  purposes.   First,  the  reports  would 
enable  him  to  check  the  accuracy  of  the  financial  data  recorded  in 
his  records.   Presently,  differences  exist  between  the  amounts 
shown  on  the  Controller's  records  as  opposed  to  the  agencies' 
records.   Two  samples  of  these  differences  are  cited  for  illus- 
tration purposes. 

1.   University  Unit  bonds  payable  as  of  June  30,  1967: 

Per  Per 

University  Unit  Controller   Univ.  Units   Differences 

University  of  Montana  $  19,290,000  $19,290,000 

Montana  State  University  26,680,000  26,680,000 

Mont. Col.  of  Min.Sc.S  Tech.  -0-  195,000  $    195,000 

Western  Montana  College  -0-  1,096,000  1,096,000 

Eastern  Montana  College  1,235,000  7,328,000  6,093,000 

Northern  Montana  College      550,000  2,462,019  1,912,019 

TOTAL  $  47,755,000  $57,051,019  $  9,296,019 
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The  funds  from  the  sale  of  some  bond  issues  and  the  payments 
of  principal  and  interest  relating  thereto  have  not  flowed  through 
the  State  Treasury  and  thus  have  not  been  recorded  in  the  Con- 
troller's financial  records.   This  is  the  reason  for  the  differences 
noted  above.   Supposedly,  these  funds  did  not  flow  through  the 
State  Treasury  because  of  provisions  written  into  the  Revenue  Bond 
Resolutions  and  Trust  Indentures. 

2.    Investments  of  the  Board  of  Cosmetology: 
Investments  per  Board  of ' Cosmetology 

June  30,  1967,  financial  statement     $   13,000 
Investments  per  Controller's  account 

#39934  as  of  June  30,  1967  8,000 

DIFFERENCE  $    5,000 

The  difference  of  $5,000  represents  U.S.  Savings  Bonds  pur- 
chased by  the  Board  in  June,  1956.   These  are  held  in  safekeeping 
by  the  State  Treasurer. 

Differences  of  the  nature  noted  could  be  resolved  and  the 
proper  corrections  made  if  the  Controller  were  to  receive  copies 
of  the  agencies'  financial  reports. 

Secondly,  the  submission  of  the  agencies'  reports  to  the 
Controller's  office  would  enable  him  to  prepare  a  consolidated 
report  of  the  financial  condition  and  results  of  operations  of  all 
state  funds.   This  would  be  a  meaningful  report  and  should  be  of 
interest  to  all  parties  interested  in  state  government  finance. 
The  inclusion  of  an  accrual  worksheet  in  the  reports  submitted  by 
the  agencies  to  the  Controller  would  enable  him  to  prepare  expendi- 
ture statements  on  the  accrual  basis. 
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RECOMMENDATION 

We  recommend  that : 

1.  All  state  agencies  submit  financial  statements  to 
the  Controller  in  accordance  with  present  laws. 

2.  The  Controller  prepare  and  publish  a  consolidated 
report  showing  the  results  of  operations  and  the 
financial  position  of  all  state  funds. 

PAYROLL 

Under  the  present  payroll  system  each  state  agency  acts  as 
an  autonomous  reporting  unit.   Each  agency  must  file  a  report  of 
the  payroll  withholdings  for  federal  income  taxes,  state  income 
taxes,  social  security  contributions,  and  employees'  retirement 
contributions  with  the  respective  governmental  agencies.   In 
addition,  agencies  must  process  separate  payroll  claims  for  each 
appropriation  or  account  from  which  payments  are  to  be  made. 

A  review  of  the  state  payroll  claims  for  the  month  of 

September,  1967,  revealed  that  over  1,000  warrants  were  issued  in 

order  to  transmit  the  payroll  deductions  to  the  proper  regulatory 

agencies.   These  are  tabulated  below  by  the  various  types  of 

payroll  deductions. 

Number  of 
Type  of  Deduction  Warrants  Issued 

Federal  withholding  taxes 

State  withholding  taxes 

Social  Security  contributions 

Retirement  contributions 

Bond  deductions 

Insurance  premiums  and  other  deductions 


176 

176 

172 

184 

70 

235 

1,013 


Seventy- three  warrants  alone  were  issued  to  the  Branton 
Insurance  Company  for  the  month  of  September  for  the  transmittal 
to  that  agency  of  payroll  deductions  representing  insurance 
premiums;  some  were  issued  for  the  small  amount  of  $.65. 

If  we  project  the  number  of  warrants  written  for  the  month  of 
September  over  a  full  year,  we  find  that  over  12,000  warrants  a 
year  are  being  issued  for  payroll  deductions  alone. 

It  is  recommended  that  a  payroll  revolving  fund  be  created. 
All  disbursements  for  payroll  would  be  made  from  the  fund.   Then 
only  one  warrant  need  be  issued  for  transmitting  the  total  amount 
of  federal  income  tax  withheld  for  state  employees  to  the  federal 
depository  bank.   Likewise,  only  one  warrant  would  need  to  be 
issued  to  each  insurance  carrier,  credit  union,  etc. 

Later  in  this  report  we  recommend  that  all  transfers  of  funds 
between  state  agencies  be  made  by  an  accounting  journal  entry.   If 
such  a  procedure  was  established,  no  warrants  would  be  necessary 
for  the  transfer  of  the  payroll  deductions  belonging  to  the  re- 
spective retirement  systems,  Social  Security  Division,  and  Board 
of  Equalization. 

Under  the  present  system,  warrants  are  drawn  monthly,  payable 
to  the  State  Treasurer,  for  the  amounts  withheld  from  employees' 
salaries  for  state  income  tax.   These  warrants  are  retained  in  the 
custody  of  the  agencies  until  the  quarterly  reports  are  filed  with 
the  Board  of  Equalization.   This  practice  which  results  in  the 
warrants  being  in  the  possession  of  the  reporting  agencies  for  up 
to  two  months  should  be  discontinued. 

It  is  recommended  that  the  payroll  function  be  centralized 
and  put  under  the  control  of  a  central  payroll  agency.   Presently, 
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there  are  two  state  agencies  in  which  the  responsibility  for  a 
centralized  payroll  operation  could  be  placed.   One  agency  is  the 
State  Auditor's  office  and  the  other  the  Department  of  Administration. 

Payroll  accounting  is,  organizationally,  a  proper  function  of 
the  Department  of  Administration.   However,  the  central  payroll 
agency  would  be  primarily  concerned  with  the  documentation  support- 
ing the  payroll  expenditure.   In  the  interest  of  good  internal  control 
the  accounting  function  must  be  segregated  from  the  payroll  function 
responsible  for  the  data  giving  rise  to  the  accounting  records.   The 
placement  of  the  centralized  payroll  agency  within  the  Department 
of  Administration  would,  therefore,  necessitate  the  creation  of  a 
separate  division  within  that  department. 

The  State  Auditor's  office  is  the  State's  disbursements  unit. 
Since  his  office  is  divorced  from  the  accounting  function,  the 
placement  of  the  central  payroll  disbursing  operations  within  that 
office  would  provide  the  proper  internal  control  needed.   This 
office  appears  to  be  the  logical  place  to  locate  a  central  payroll 
unit . 

We  believe  a  centralized,  mechanized  payroll  system  would  be 
the  most  economical  and  efficient  method  of  handling  payrolls  for 
all  employees  of  the  State  of  Montana.  A  single,  central,  master 
payroll  computer  file  should  be  maintained  and  changes  in  the  file 
would  originate  by  authorization  from  the  various  state  agencies. 
These  agencies  would  retain  the  original,  signed  payroll  authori- 
zations, rate  changes,  and  other  confidential  data. 

Under  a  centralized  payroll  plan,  automated  data  processing 
equipment  could  be  used  for: 

1.  Computing  retirement  contributions,  Federal  withholding 
tax,  State  withholding  tax,  O.A.S.D.I.,  other  deductions, 
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and  net  pay  for  monthly,  daily,  hourly,  and  miscellaneous 
rate  employees  as  well  as  for  emergency  employees, 
seasonal  help,  and  overtime.   This  would  eliminate  the 
need  for  the  payroll  personnel  of  each  agency  to  manually 
compute  these  deductions  for  each  employee  for  each  pay 
period. 

2.  Accumulating  the  total  amount  of  funds  to  be  transferred 
for  payroll  disbursements  and  state  contributions  for 
employees'  retirement,  O.A.S.D.I.,  and  health  benefits 
from  the  various  appropriations  to  the  proposed  payroll 
revolving  fund. 

3.  Furnishing  the  agencies  a  payroll  warrant  register  -  the 
present  payroll  claim  would  be  eliminated. 

4.  Calculating  the  amounts  for  payroll  deductions  the  central 
payroll  agency  would  remit  directly  to  the  retirement 
systems,  Director  of  Internal  Revenue,  Board  of 
Equalization,  insurance  carriers  and  others. 

5.  Preparing  annual  withholding  statements,  Form  W-2  as  well 
as  quarterly  and  annual  withholding  tax  reports  for  both 
federal  and  state  taxes.   Copies  of  the  W-2's  could  then 
be  mailed  directly  to  the  Director  of  Internal  Revenue, 
Board  of  Equalization,  and  to  the  employee. 

6.  Making  mass  changes  in  payroll  computations  as  a  result 
of  changes  in  regulations  relating  to  payroll.   Examples 
of  these  changes  are  those  resulting  from  revisions  in 
the  Federal  or  State  withholding  tax  exemptions  or  rates, 
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Social  security  contribution  rates,  general  salary 
changes,  and  general  changes  in  retirement  rates. 

7.  Accumulating  personnel  and  salary  information  for  all 
state  agencies  for  use  by  the  Administration  or  the 
Legislature . 

8.  Comparing  the  salaries  authorized  to  what  has  actually 
been  paid.   Under  Section  82-109.1  R.C.M.  1947,  the 
Controller  is  responsible  for  approving  only  those 
payroll  claims  that  are  in  agreement  with  his  schedule 
of  authorized  salaries. 

If  a  centralized  payroll  system  is  adopted,  consideration 
should  be  given  to  a  plan  that  would  provide  for  the  payment  of 
salaries  only  after  the  salary  has  been  earned  in  full.   Under  the 
present  system,  many  state  agencies  release  the  salary  warrants  to 
their  employees  on  the  25th  of  the  month  in  which  the  salaries  are 
earned.   Problems  can  arise  as  a  result  of  this  practice,  for  if 
an  employee  terminates  state  service  after  the  date  the  warrant 
has  been  released  to  him  and  before  the  end  of  the  pay  period,  the 
agency  is  confronted  with  the  task  of  recouping  the  unearned  portion 
of  the  salary  payment.   If  the  payrolls  were  deferred  until  all 
transactions  affecting  the  pay  period  had  been  processed,  the 
extensive  costly  exception  handling  required  by  last  minute  trans- 
actions such  as  terminations  could  be  eliminated,  and  adjustments 
to  subsequent  pay  periods  minimized.   Prior  to  any  change  in  payroll 
warrant  distribution  dates,  sufficient  notice  should  be  given  to  all 
state  employees  to  allow  them  to  make  necessary  adjustments  in  their 
personal  finances. 
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Consideration  has  been  given  by  both  the  Controller's  office 
and  the  State  Auditor's  office  to  the  centralization  of  the  payroll 
function.   We  urge  these  agencies  to  formulate  a  concrete  plan  for 
centralization  at  an  early  date  so  that  any  legislative  action  that 
may  be  necessary  can  be  brought  to  the  attention  of  the  Legislature 
at  the  next  session. 

RECOMMENDATION 

We  recommend  that: 

1.  A  payroll  revolving  fund  be  established,  and, 

2.  the  payroll  function  be  centralized. 

TRANSFER  OF  FUNDS 

Under  the  present  system,  inter-agency  transfers  of  funds  are 
made  by  processing  a  claim  and  issuing  a  negotiable  warrant  payable 
to  the  agency  that  is  receiving  the  funds.   This  procedure  results 
in  negotiable  warrants  passing  back  and  forth  between  agencies.   A 
simple  accounting  journal  entry  would  suffice  for  transferring 
funds  between  the  accounts  and  appropriations  of  the  different 
agencies.   The  implementation  of  this  recommendation  would  elimi- 
nate the  extra  cost  involved  in  processing  the  claims  and  preparing 
the  warrants  that  are  now  necessary  in  order  to  transfer  funds 
from  one  state  agency  to  another. 

Currently,  controller's  journal  documents  are  used  to  correct 
errors  and  make  adjustments  within  the  various  accounts  and  appro- 
priations . 

We  suggest  a  segregation  of  the  two  types  of  entries  to  be 
made  as  follows: 
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a.  A  controller's  transfer  document  be  used  by  the  State 
Controller's  office  to  effect  the  transfer  of  funds 
between  state  funds,  and, 

b.  A  controller's  journal  entry  document  be  used  by  the 
State  Controller's  office  to  record  bookkeeping 
adjustments  affecting  the  accounts  within  one  state 
fund. 

Each  type  of  document  should  be  numbered  separately,  beginning 
with  the  number  one  at  the  beginning  of  each  fiscal  year.   Both 
types  of  documents  would  be  initiated  through  requests  of  the 
agencies . 

The  Controller  has,  just  recently,  been  working  on  a  solution 
to  this  problem.   On  January  18th  of  this  year  he  received  an 
Attorney  General's  opinion  to  the  effect  that  the  payment  of  claims 
of  one  state  agency  to  another  through  the  use  of  journal  vouchers 
does  not  violate  the  Constitution  or  related  State  statutes. 
RECOMMENDATION 

We  recommend  that  the  State  Controller  implement  a  plan 
which  will  allow  for  the  transfer  of  funds  between 
state  agencies  to  be  made  by  an  accounting  journal 
entry. 

CLAIMS 

The  present  system  provides  that  both  an  original  claim  and 
a  duplicate  copy,  accompanied  by  supporting  invoices,  must  be  pre- 
pared by  the  state  agencies  for  use  by  the  Department  of  Admini- 
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stration  and  the  State  Auditor's  office  in  processing  the  claim 
for  payment . 

The  duplicate  copy  of  the  claim  is  used  by  the  Department  of 
Administration  in  connection  with  their  processing  function. 
Briefly  stated,  the  processing  procedure  consists  of  a  determina- 
tion that  the  proper  authorizing  signature  is  affixed  and  the  claim 
and  supporting  documents  are  mathematically  accurate,  the  proper 
appropriation  and  fund  is  charged,  and  the  expenditure  is  not 
illegal.   The  claim  is  then  coded  and  routed  to  the  data  processing 
unit  for  keypunching,  posting  and  warrant  preparation.   The  claim 
is  returned  to  the  accounting  division  for  filing. 

The  original  copy  of  the  claim  is  also  received  in  the  Depart- 
ment of  Administration.   This  copy  is  not  used  by  the  Controller's 
claim  unit  in  their  processing  function.   The  claim  sits  idle 
until  routed  to  the  State  Auditor's  office  where  it  is  compared  to 
the  warrant  which  had  been  drawn  on  the  duplicate  copy  of  the  claim 
and  routed  directly  to  the  Auditor's  office  from  the  data  processin 
center.   Upon  completion  of  the  comparison  process,  the  claim  is 
filed. 

We  believe  that  the  same  claim  used  by  the  Department  of 
Administration,  upon  completion  of  their  processing  function,  could 
be  also  routed  to  the  State  Auditor's  office  for  use  in  his  checkin 
process.   Afterwards,  the  claim  could  be  centrally  filed  where  it 
would  be  available  for  reference  by  either  office. 

RECOMMENDATION 

We  recommend  that  only  one  claim  be  submitted  by  state 

agencies  to  the  central  offices  for  use  in  their 

processing  operation. 
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STATE  AUDITOR 


General 


It  is  the  duty  of  the  State  Auditor,  who  is  also  ex  officio 
Commissioner  of  Insurance  and  Investment  Commissioner,  under 
Section  79-101  R.C.M.  1947,  to  superintend  the  fiscal  concerns 
of  the  State,  to  suggest  plans  for  the  improvement  and  management 
of  the  public  revenue,  to  audit  all  claims  against  the  State,  and 
to  keep  an  account  of  all  funds ,' accounts ,  and  appropriations. 
The  Auditor  also  has  certain  other  general  fiscal  duties  as  pre- 
scribed in  Section  79-101  R.C.M.  1947. 

We  have  reviewed  those  operations  within  the  State  Auditor's 
office  that  relate  to  his  fiscal  duties  and  responsibilities. 

Based  on  our  review  we  present  in  the  following  pages  of  this 
report  a  number  of  recommendations  together  with  our  comments 
thereon. 

ACCOUNTING  RECORDS 

Presently,  the  State  Auditor,  in  accordance  with  law  (79-101 
R.C.M.  1947),  is  maintaining  records  on  a  cash  basis  of  all  State 
funds,  accounts,  and  appropriations.   Postings  are  made  daily  for 
receipts  and  disbursements  by  the  use  of  a  manually  operated 
accounting  posting  machine.   One  employee  is  retained  on  a  full 
time  basis  to  do  this  work.   The  current  volume  of  work  has  reached 
the  maximum  work  load  that  can  be  processed  by  the  current  system 
and  personnel.   The  anticipated  increases  in  their  work  load  will 
necessitate  an  expanded  system  and  additional  personnel. 
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The  Department  of  Administration  also  maintains  accounting 
records  for  all  state  funds,  accounts  and  appropriations.   Most 
of  the  accounting  operations  within  that  office  are  performed  by 
automated  data  processing  equipment. 

The  Auditor's  records  have  proven  useful  in  the  past  as  a 
basis  for  checking  the  accuracy  of  the  Department  of  Admini- 
stration's records.   We  believe  the  establishment  of  good  accounting 
controls  within  the  Department  of  Administration  coupled  with  the 
current  monthly  reconciliations  which  are  used  for  reconciling  the 
records  of  the  Controller  to  the  records  of  the  state  agencies, 
will  provide  a  sufficient  basis  for  accuracy.   With  the  establish- 
ment of  proper  accounting  controls  within  the  Department  of  Admini- 
stration, the  maintenance  of  records  relating  to  cash  accounts  and 
appropriations  by  the  State  Auditor's  office  would  result  in  an 
unnecessary,  accounting-wise ,  duplication  of  records.   It  is 
recommended  that  the  maintenance  of  records  relating  to  cash  accounts 
and  appropriations  by  the  State  Auditor's  office  be  discontinued  and 
the  accounting  work  of  that  office  be  devoted  to  the  disbursement 
function  and  fund  accounting. 

RECOMMENDATION 

We  recommend  that,  upon  establishment  of  the  proper 
accounting  controls  within  the  Department  of 
Administration,  the  laws  requiring  the  State 
Auditor  to  maintain  records  for  all  state 
accounts  and  appropriations  be  deleted  from  the 
statutes . 
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NON-PAYROLL  WARRANT  DISTRIBUTION 

Under  the  present  system  the  State  Auditor's  office  returns 
all  warrants  to  the  respective  agencies  for  forwarding  to  the 
proper  vendors.   The  warrants  are  mailed  to  those  agencies  located 
outside  the  Capitol  complex.   Agencies  located  within  the  Capitol 
complex  are  called  by  phone  when  the  warrants  are  ready  for  dis- 
tribution.  An  employee  of  the  agency  is  dispatched  to  the 
Auditor's  office  to  pick  up  the  warrants. 

This  system  for  warrant  distribution  results  in  poor  internal 
control.   While  the  majority  of  the  larger  departments  have  taken 
steps  to  insure  the  separation  of  the  duties  of  claim  preparation 
and  warrant  distribution,  such  segregation  of  duties  is  impossible 
in  the  small  departments.   In  addition,  the  procedure  results  in 
wasted  man-hours  and  added  mailing  costs. 

For  those  agencies  located  within  the  Capitol  complex  the 
time  involved  in  going  to  and  from  the  Auditor's  office  to  pick 
up  warrants  is  unproductive  and  lost. 

For  those  agencies  located  outside  the  Capitol  complex  there 
is  a  cost  involved  in  mailing  the  warrants  to  the  agencies  and, 
again,  another  mailing  cost  incurred  in  forwarding  the  warrants  on 
to  the  proper  vendors. 

It  is  recommended  that  the  Auditor's  office  mail  the  warrants 
directly  to  the  payees.   This  procedure  would  strengthen  the 
internal  control  over  the  warrants,  reduce  mailing  costs,  and 
eliminate  the  unproductive  time  spent  by  agency  personnel  in 
picking  up  the  warrants. 
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The  direct  mailing  of  warrants  would  also  serve  to  speed  up 
the  payment  of  the  State's  obligations,  which  could  result  in  an 
additional  savings.  It  is  common  practice  in  the  business  world 
to  allow  discounts  for  speedy  payment. 

The  State  Auditor's  office  and  the  State  Controller  have  been 
working  on  a  solution  to  this  problem.   The  new  State  claim  form 
(Form  DA-1)  recently  put  in  use  by  the  State  Controller  has  attached 
to  it  a  warrant  transmittal  sheet.   The  forwarding  of  the  warrant 
transmittal  sheet  to  the  Auditor's  office  would  enable  them  to  mail 
all  state  warrants  directly  to  the  payees. 

RECOMMENDATION 

We  recommend  that  all  warrants  issued  in  payment  of  claims 

other  than  payroll  be  mailed  directly  to  the  payees 

by  the  State  Auditor's  office. 

CONTROLS  OVER  BLANK  WARRANT  STOCK 

The  State  Auditor's  office  serves  as  the  administrative  unit 
for  the  purchasing,  issuance,  and  custody  of  all  State  warrants. 
It  is  the  State  Auditor's  facsimile  signature  that  is  affixed  to 
the  warrants. 

In  our  review  of  the  controls  relative  to  the  handling  and 
custody  of  the  warrants  we  found  certain  procedures  in  the  present 
system  that  should  be  corrected.   These  are  listed  below. 

1.  A  single  employee  has  been  delegated  the  responsibility 
for  the  custody  and  issuance  of  the  warrant  stock  as 
well  as  being  responsible  for  operating  the  warrant 
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signing  machine.   The  assignment  of  all  these  duties 
to  one  employee  results  in  a  weakness  in  internal 
control . 

2.  The  warrant  stock  is  stored  in  a  vault  area  accessible 
to  all  employees  of  the  Auditor's  staff.   Responsibility 
for  the  custody  of  the  warrants  cannot  be  effectively 
assigned  to  any  one  employee  unless  the  warrants  are 
stored  in  a  place  inaccessible  to  others. 

3.  The  keys  that  are  needed' to  operate  the  warrant  signing 
machine  are  left  in  the  machine  throughout  most  of  the 
day.   The  machine  is  used  for  only  a  short  period  of  time 
each  day.   Strict  controls  should  be  established  over 
the  use  of  the  machine  and  over  access  to  the  keys. 

RECOMMENDATION 

We  recommend  that:  ■  - 

1.  The  responsibilities  for  warrant  custody  and 
warrant  signing  be  segregated  among  different 
employees  on  the  Auditor's  staff. 

2.  The  warrants  be  stored  in  a  locked  storage  area 
and  the  cusody  of  the  warrants  be  assigned  to 

one  individual.  * 

3.  The  keys  to  the  warrant  signing  machine  be  kept 
in  a  locked  cabinet  except  for  that  time  the 
machine  is  in  actual  operation. 
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UNDELIVERABLE  WARRANTS 

Presently,  undeliverable  warrants,  pending  their  cancellation 
at  the  end  of  six  months  in  accordance  with  Section  79-108  R.C.M. 
1947,  are  filed  in  a  file  drawer  in  the  Auditor's  vault.   Although 
this  room  is  locked  overnight,  it  is  left  open  throughout  the  day. 
The  warrants  could  quite  easily  be  removed  and  negotiated  as  the 
file  in  which  the  warrants  are  located  remains  unlocked. 

The  Auditor's  office  maintains  a  subsidiary  accounting  record, 
in  warrant  number  sequence,  of  the  undeliverable  warrants  returned 
and  in  custody  of  that  office.   Control  over  the  undeliverable 
warrants  would  be  further  strengthened  if  a  control  register  was 
established.   Postings  could  then  be  made  daily  for  the  warrants 
received  or  cancelled  on  that  day.   The  register  would  provide  a 
running  balance  of  warrants  on  hand  which  could  be  used  for  deter- 
mining the  accuracy  of  the  amounts  shown  in  the  subsidiary  records. 

RECOMMENDATION 

We  recommend  that  the  undeliverable  warrants  be  kept  in 
a  locked  safe  or  similar  type  storage  facility  and 
that  a  register  be  maintained  of  the  warrants 
returned,  in  custody,  and  cancelled. 

OUTSTANDING  WARRANTS 

Outstanding  warrant  records  could  be  simplified  if  warrants 
were  voided  after  being  outstanding  two  years.   Provisions  for 
honoring  warrants  presented  for  payment  after  two  years  should  be 
included  in  the  cashing  requirements. 
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Presently,  warrants  are  left  outstanding  for  eight  years. 
However,  few  are  presented  for  payment  after  two  years. 

Since  the  goods  have  been  received  by  and/or  services  rendered 
to  the  State  prior  to  the  issuance  of  warrants  in  payment  thereof, 
a  provision  allowing  for  the  honoring  of  any  warrant  presented  for 
payment  after  two  years  is  necessary. 

It  is  recommended  that  provisions  be  provided  in  the  statutes 
which  would  require  that:  the  State  Auditor  shall  cancel  any  warrant 
which  has  remained  unpaid  for  t\vo  years;  a  record  be  maintained  of 
all  cancelled  warrants;  upon  cancellation,  the  face  amount  of  each 
warrant  shall  revert  to  the  fund  against  which  the  warrant  was  drawn; 
and,  should  a  person  subsequently  claim  such  warrant,  the  Auditor 
shall  issue  a  lieu  warrant  to  such  owner  in  the  same  amount  and  upon 
the  same  fund  as  that  for  which  the  original  warrant  was  drawn. 

RECOMMENDATION 

We  recommend  that  a  provision  be  provided  in  the  statutes 
for  the  cancellation  of  all  State  warrants  which  have 
remained  unpaid  for  two  years. 
STATE  TREASURER 
General 

The  Treasurer  is  an  elected  executive  serving  a  four-year  term 
and  is  the  only  State  officer  who  cannot  succeed  himself  in  office. 
This  office  is  charged  by  statute  with  the  custodianship  of  all 
public  money  and  is  also  responsible  for  performing  various  other 
duties  relating  to  State  funds. 

We  expect  to  start  an  audit  of  the  Treasurer's  financial  state- 
ments in  the  near  future.   For  this  reason,  the  scope  of  our 
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examination  was  limited  to  an  over-all  general  review  of  their 
system  of  internal  control. 

We  did  not  find  any  material  weaknesses  in  their  system 
during  the  course  of  our  limited  review  of  the  system. 

CONCLUSION 

Findings  and  recommendations  included  in  this  report  were 
discussed  with  representatives  of  the  offices  reviewed. 

We  wish  to  express  our  appreciation  for  the  excellent 
cooperation  and  assistance  received  from  the  State  executives 
and  employees  of  the  Department  of  Administration,  State 
Auditor's  office,  and  State  Treasurer's  office. 

Respectfully  submitted, 

MORRIS  L.  BRUSETT 
Legislative  Auditor 

January  29,  1968 
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